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PROPOSED  RULES 


DEPARTMENT  OF  HEALTH, 
EDUCATION,  AND  WELFARE 
Office  of  Education 
[  45  CFR  Part  177  ] 

GUARANTEED  STUDENT  LOAN  PROGRAM 
Notice  of  Proposed  Rule  Making 

Pursuant  to  the  authority  contained  in 
Part  B.  Title  IV  i20  UJS.C.  1071  through 
10S7-1'  of  the  Higher  Education  Act  of 
15*65  as  amended,  notice  is  hereby  given 
that  the  Commissioner  of  Education, 
with  the  approval  of  the  Secretary  of 
Health.  Education,  and  Welfare,  proposes 
to  amend  Part  177  of  Title  45  of  the  Code 
of  Federal  Regulations  as  Indicated  below 
in  order  to  improve  the  administration 
of  the  Guaranteed  Student  Loan  Pro¬ 
gram  (GSLP) ,  as  well  as  to  Implement 
the  specific  provisions  of  20  U.S.C.  1087- 
1(a). 

A.  Overview.  1.  The  proposed  regula¬ 
tions  set  forth  amendments  to  existing 
regulations  and  add  two  new  subparts. 
The  definitions  in  §  177.1  of  “eligible  in¬ 
stitution”  and  “vocational  school”  have 
been  modified  and  new  definitions  of 
“student”  and  “matriculate”  have  been 
added.  Section  177.46,  Disbursement  and 
repayment  of  loans,  has  been  modified 
to  provide  separate  treatment  for  dis¬ 
bursements  of  loans  made  by  educational 
institutions  and  disbursements  of  loans 
made  by  other  lenders  and  in  addition, 
paragraph  (d)  thereof,  Commencement 
of  repayment,  has  been  modified  to  spec¬ 
ify  what  constitutes  withdrawal  from 
school  for  a  correspondence  student. 

2.  A  new  Subpart  F  is  proposed  which 
establishes  requirements  and  standards 
that  educational  institutions  must  com¬ 
ply  with  in  order  to  participate  in  GSLP. 

3.  A  new  Subpart  G  is  proposed  which 
sets  forth  the  procedures  to  be  followed 
by  the  Office  of  Education  in  limiting, 
suspending  or  terminating  the  eligibility 
of  educational  institutions  which  are 
participating  in  the  GSLP  or  the  eligi¬ 
bility  of  lenders  which  are  participating 
in  the  federally  insured  phase  of  the 
program. 

A  more  detailed  discussion  of  the 
major  provisions  of  the  proposed  regula¬ 
tions  is  set  forth  below: 

B.  Changes  to  current  regulations.  1. 
The  definition  of  “eligible  Institution” 
(§  177.1(e) )  has  been  revised  to  Indicate 
that  if  the  Commissioner  determines  that 
only  parts  of  an  institution  are  eligible, 
only  students  enrolled  in  such  parts  of 
the  institution  may  receive  loans  under 
GSLP.  This  clarification  is  needed  be¬ 
cause,  in  some  cases,  students  attending 
ineligible  parts  of  an  educational  insti¬ 
tution  have  been  improperly  certified  as 
being  eligible  for  such  loans. 

2.  The  definition  of  “vocational  school” 
(§  177.1(g))  has  been  revised  to  require 
that  flight  schools  maintain  current  and 
valid  certification  by  the  Federal  Avia¬ 
tion  Administration  and  approval  by  the 
Veterans  Administration.  This  will  as¬ 
sure  that  all  such  schools  will  meet  Fed¬ 
eral  safety  standards  and  provides  fur¬ 
ther  protection  to  flight  school  students. 


Vocational  schools,  whose  eligibility  was 
determined  on  the  basis  of  standards  pre¬ 
scribed  by  the  Commissioner’s  Advisory 
Committee  on  Accreditation  and  Insti¬ 
tutional  Eligibility,  must  become  ac¬ 
credited  within  three  years  after  the 
Commissioner  has  designated  a  nation¬ 
ally  recognized  accrediting  agency  for  the 
applicable  category  of  schools  in  order  to 
remain  eligible  for  the  GSLP.  Previous 
practices  permitted  such  schools  up  to 
five  years  to  obtain  accreditation  follow¬ 
ing  recognition  of  the  accrediting  agency. 
Experience  with  the  accreditation  process 
has  indicated  that  three  years  is  suffi¬ 
cient  for  an  institution  to  meet  the 
standards  established  by  the  accrediting 
body.  This  definition  has  been  further 
revised  to  require  that,  in  the  case  of  a 
program  offered  by  correspondence,  the 
institution  requires  each  student  who 
borrows  under  the  GSLP  to  undertake  no 
less  than  an  average  of  12  hours  of  prep¬ 
aration  per  week  over  any  four  week 
period.  This  “12  hour”  concept  was  pre¬ 
viously  incorporated  into  regulations  as 
part  of  the  definition  of  a  “half-time 
student”. 

3.  A  new  definition  of  “student” 
(§177.1(1))  is  proposed  which  consoli¬ 
dates  various  statutory  requirements, 
previous  regulatory  requirements  and 
new  provisions  into  a  single  definition. 
This  should  eliminate  some  of  the  confu¬ 
sion  that  now  exists  in  determining  which 
students  qualify  as  potential  borrowers. 
The  new  definition  also  permits  a  stu¬ 
dent,  who  does  not  hold  a  high  school 
diploma  or  its  equivalent,  to  obtain  a 
guaranteed  student  loan  to  attend  an  in¬ 
stitution  of  higher  education,  but  only  if 
the  institution  does  not  admit  more  than 
a  small  proportion  of  such  students.  This 
is  consistent  with  20  U.S.C.  1085(b), 
which  defines  an  institution  of  higher 
education  as  one  which  “admits  as  regu¬ 
lar  students”  only  persons  having  a  high 
school  diploma  or  its  equivalent.  How¬ 
ever,  an  institution  which  is  required  to 
admit  any  student  whose  age  is  generally 
beyond  that  of  a  high  school  student, 
whether  or  not  he  has  obtained  a  high 
school  diploma,  may  not  meet  the  stat¬ 
utory  definition  of  “institution  erf  higher 
education”. 

4.  A  new  definition  "matriculate” 
(§  177.1  (r))  is  proposed  which  estab¬ 
lishes,  for  purposes  of  GSLP,  when  a 
student  is  considered  to  be  fully  enrolled 
and  registered  and  in  attendance  at  an 
eligible  institution. 

5.  Section  177.46(c)  has  been  revised. 
New  paragraph  (c)  covers  disbursements 
by  lenders  which  are  not  educational  in¬ 
stitutions  and  requires  that  the  lender, 
except  as  approved  by  the  Commissioner, 
not  disburse  a  loan  earlier  than  30  days 
prior  to  the  date  on  which  the  institution 
requires  the  student  to  pay  tuition  and 
required  fees.  This  will  eliminate  the 
practice  of  lenders  disbursing  the  loan 
proceeds  earlier  than  is  reasonable  and 
thus  result  in  a  savings  to  the  Federal 
Government  of  funds  spent  for  interest 
benefits  and  special  allowances  which  are 
paid  from  the  date  of  disbursement.  In 
cases  where  the  borrower  authorizes  the 


lender,  in  writing,  to  disburse  the  loan  to 
an  educational  institution,  the  lender 
may  do  so,  but  must  notify  the  borrower 
in  writing  when  the  loan  is  disbursed. 
This  should  insure  that  students  are 
aware  of  their  loan  obligations.  In  such 
cases,  the  educational  institution  must 
then  make  multiple  disbursements  to  the 
student  pursuant  to  paragraph  (c-1). 
Paragraph  (c)  further  requires  the  school 
to  return  the  loan  promptly  to  the  lender 
in  cases  where  the  student  does  not 
matriculate  at  the  institution. 

6.  New  paragraph  (c-1)  covers  dis¬ 
bursements  by  educational  institutions. 
The  proposed  regulations  specifies  that 
the  Commissioner  will  not  honor  a  de¬ 
fault  claim  for  a  school  or  college  lender 
for  a  student  who  fails  to  matriculate  at 
the  institution  during  the  academic  pe¬ 
riod  for  which  the  loan  was  made.  While 
such  a  lender  may  still  disburse  funds  to 
a  student  prior  to  the  actual  period  of  at¬ 
tendance  in  order  to  cover  such  costs  as 
transportation  to  school,  this  provision 
means  that  it  does  so  at  its  own  risk.  This 
is  designed  to  decrease  the  number  of 
default  claims.  This  provision  also  spec¬ 
ifies  that  disbursements  applicable  to  a 
required  resident  training  portion  of  a 
correspondence  course  may  not  be  made 
until  such  time  as  the  student  com¬ 
mences  resident  training.  There  appears 
to  be  no  rational  basis  to  permit  dis¬ 
bursement  of  loan  proceeds  for  this 
phase  of  study  until  such  time  as  it  be¬ 
gins,  which  is  usually  several  months 
after  the  date  of  initial  disbursement 
The  proposed  regulation  also  requires 
school  lenders  to  make  disbursements  in 
multiple  installments,  with  the  frequency 
of  such  payments  being  dependent  upon 
the  type  of  institution  and  the  number 
and  duration  of  academic  periods  in  the 
academic  year.  The  purpose  of  this  re¬ 
quirement  is  to  assure  that  funds  will  be 
available  to  the  student  throughout  the 
academic  year.  The  proposed  regulation 
would  also  permit  the  Commissioner  to 
require  an  institutional  lender  to  utilize 
a  special  promissory  note  which  provides 
that  the  student’s  obligation  with  regard 
to  the  loan  amount  is  governed  by  the 
percentage  of  completion  of  the  aca¬ 
demic  period  for  which  the  loan  was 
made.  While  it  is  not  contemplated  that 
such  a  note  form  will  be  required  on  any 
widespread  basis,  its  effect  will  be  to  min¬ 
imize  default  claims  from  school  lenders 
having  a  high  drop-out  rate. 

7.  Revised  §  177.46(d)  clarifies,  in  the 
case  of  correspondence  students,  what 
constitutes  withdrawal  from  school  for 
purposes  of  repayment  of  loans  made 
under  the  GSLP.  In  essence,  when  a  stu¬ 
dent  fails  to  submit  a  lesson  for  a  period 
of  60  days  or  when  he  has  failed  to  com¬ 
plete  his  program  within  60  days  follow¬ 
ing  the  normal  completion  date  for  his 
program,  he  shall  be  considered  with¬ 
drawn  from  school,  with  provision  for  a 
single  reinstatement  if  a  student  indi¬ 
cates  in  writing  a  desire  to  continue  his 
program. 

C.  Proposed  subpart  F — Requirements 
and  standards  for  participating  educa¬ 
tional  institutions.  1.  Section  177.61  re¬ 
quires  educational  institutions  to  execute 
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agreements  with  the  Commissioner  bind¬ 
ing  the  institution  to  comply  with  ap¬ 
plicable  law  and  regulations.  Institutions 
currently  participating  in  the  program 
would  have  90  days  from  the  effective 
date  of  these  regulations  to  submit  such 
an  agreement  in  order  to  continue  their 
participation  in  GSLP. 

2.  Section  177.62  establishes  require¬ 
ments  for  administrative  and  fiscal  pro¬ 
cedures,  for  the  maintenance  and  reten¬ 
tion  of  records,  and  for  reporting  and 
sets  forth  the  Commissioner’s  audit  au¬ 
thority.  Educational  institutions  will  be 
required  to  maintain  certain  records  with 
regard  to  students  who  borrow  under  the 
program  and  to  notify  lenders  and  the 
Office  of  Education  when  there  has  been 
a  change  in  the  borrower’s  enrollment 
status.  This  will  result  in  more  timely 
notification  to  lenders  so  that  repayment 
arrangements  can  be  instituted  before 
too  long  a  time  period  elapses  following 
graduation  or  withdrawal. 

3.  Section  177.63  requires  each  edu¬ 
cational  institution  to  establish  a  fair 
and  equitable  refund  policy  for  students 
who  borrow  under  the  program,  identi¬ 
fies  the  criteria  that  the  Commissioner 
will  use  in  reviewing  an  institution’s  re¬ 
fund  policy,  and  sets  forth  conditions 
under  which  refunds  must  be  made.  The 
lack  of  equitable  refund  policies  or  the 
failure  to  administer  them  on  a  timely 
or  proper  basis  is  viewed  as  one  of  the 
major  causes  of  defaults.  For  this  reason, 
the  Commissioner  deems  it  appropriate 
that  all  post-secondary  institutions  im¬ 
plement  such  policies  with  respect  to 
students  who  borrow  under  GSLP  to  help 
meet  their  educational  expenses.  This 
section  also  requires  that  provision  be 
made  for  refunds  for  students  in  the 
event  the  school  is  sold  or  otherwise  dis¬ 
continues  participation  in  GSLP. 

4.  Section  177.64  requires  each  educa¬ 
tional  institution  to  make  a  good  faith 
effort  to  provide  information  to  each 
prospective  student  about  the  institution 
and  its  programs.  This  requirement  pro¬ 
motes  student  consumer  protection  in¬ 
asmuch  as  the  lack  of  relevant  informa¬ 
tion  of  this  nature  has  sometimes  re¬ 
sulted  in  students  being  misled  as  to  what 
to  expect  from  a  particular  educational 
institution. 

5.  Section  177.65  requires  certain 
schools  to  make  a  determination,  based 
on  an  appropriate  examination  or  other 
criteria,  that  the  prospective  student  has 
the  ability  to  benefit  from  the  instruc¬ 
tion  to  be  provided.  While  colleges  have 
long  required  entrance  examinations, 
many  other  schools  have  not,  with  the 
result  that  students  have  occasionally 
been  admitted  who  are  not  able  to  bene¬ 
fit  from  the  training  offered.  The  pur¬ 
pose  of  this  regulation  is  to  assure  that 
only  qualified  students  are  accepted  for 
enrollment. 

6.  Section  177.66  identifies  additional 
criteria  that  the  Commissioner  may  uti¬ 
lize  in  evaluating  an  educational  insti¬ 
tution’s  participation  in  GSLP  and  pro¬ 
vides  that,  prior  to  initiating  any  action 
on  such  evaluation,  the  Commissioner 


will  inform  the  institution  of  his  findings 
and  provide  it  a  reasonable  time  during 
which  it  may  voluntarily  seek  to  correct 
or  respond  to  the  alleged  conditions.  It 
should  be  emphasized  that  the  existence 
of  such  condition  or  conditions  will  not 
necessarily  result  in  action  being  taken 
by  the  Commissioner.  In  some  cases, 
these  conditions  may  be  easily  remedied 
and  the  institution  will  be  encouraged  to 
develop  a  plan  by  which  it  will  seek  to 
do  so.  If  this  does  not  produce  satisfac¬ 
tory  results,  the  Commissioner  may  then 
institute  formal  proceedings  to  impose 
conditions  upon  the  institution’s  partici¬ 
pation  in  GSLP. 

D.  Proposed  subpart  G — Procedures 
for  limiting,  suspending  or  terminating 
school  and  lender  participation.  1.  This 
subpart  would  establish  administrative 
procedures  for  the  limitation,  suspension 
and  termination  of  the  eligibility  of  an 
educational  institution  for  participating 
in  the  GSLP,  or  of  a  lender  participat¬ 
ing  in  the  Federal  Insured  Student  Loan 
Program,  for  failure  to  comply  with  ap¬ 
plicable  law,  regulations,  agreements  or 
limitations.  These  provisions  do  not  ap¬ 
ply  to  lenders  participating  under  pro¬ 
grams  administered  by  State  or  private 
guarantee  agencies.  However,  the  Com¬ 
missioner  encourages  such  agencies  to 
develop  similar  practices  where  appro¬ 
priate. 

2.  Section  177.72  defines  the  terms 
“limitation,”  “suspension,”  “termination” 
and  “designated  OE  official,”  who  is  as¬ 
signed  various  responsibilities  for  carry¬ 
ing  out  the  procedures  of  this  subpart. 

3.  Section  177.73  identifies  the  pos¬ 
sible  sanctions  which  may  be  imposed  on 
institutions  or  lenders,  including  limita¬ 
tions  on  institutional  or  lender  participa¬ 
tion,  and  required  reimbursements  or  re¬ 
funds  by  the  institution  or  lender  to  the 
Office  of  Education  or  to  other  designated 
recipients. 

4.  Section  177.74  specifies  that  the 
limitation,  suspension  or  termination  of 
an  institution  or  lender  shall  not  affect 
responsibilities  established  under  its  par¬ 
ticipation,  or  impair  any  benefits  or 
claims  to  which  it  might  have  become  en¬ 
titled,  prior  to  the  initiation  of  any  ac¬ 
tion  arising  from  the  described  proce¬ 
dures,  except  that  in  situations  where 
payments  may  be  required  to  be  made  to 
the  Office  of  Education,  such  payments 
may  be  offset  against  amounts  owed  to 
the  lender  or  institution. 

5.  Section  177.75  establishes  an  infor¬ 
mal  compliance  procedure  whereby  the 
Office  of  Education  will  provide  the  in¬ 
stitution  or  lender  a  reasonable  oppor¬ 
tunity  to  correct  violations  which  have 
been  identified  before  invoking  the  for¬ 
mal  procedures  for  limitation,  suspen¬ 
sion  or  termination.  Howrever,  where  the 
delay  of  such  formal  proceedings  could 
have  an  adverse  effect  on  the  GSLP,  both 
the  informal  and  formal  procedures 
could  take  place  concurrently. 

6.  Section  177.76  establishes  the  scope 
and  duration  of  the  Office  of  Education’s 
authority  to  suspend  an  institution’s  or 
lender’s  participation  in  the  program. 
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This  provision  describes  the  procedures 
to  be  followed  by  the  Office  of  Educa¬ 
tion  and  the  institution  or  lender.  It  fur¬ 
ther  provides  for  a  circumscribed  emer¬ 
gency  procedure  for  cases  in  which  the 
Commissioner  determines  that  imme¬ 
diate  action  is  necessary  to  prevent  an 
unreasonable  risk  of  substantial  loss  of 
funds  either  to  the  Federal  Government 
or  to  the  students  involved. 

7.  Section  177.77  describes  the  scope 
and  duration  for  limitation  or  termina¬ 
tion  of  an  institution’s  or  lender’s  partic¬ 
ipation  in  the  program  and  establishes 
the  procedures  which  will  be  followed  by 
the  Office  of  Education  and  the  institu¬ 
tion  or  lender  during  such  process.  Hear¬ 
ing  responsibilities  are  assigned  to  an 
Administrative  Law  Judge  under  the  Ad¬ 
ministrative  Procedure  Act,  in  order  to 
assure  that  an  impartial  person,  with 
expertise  in  such  processes,  will  hear 
the  evidence  and  render  a  decision  on  the 
merits  of  the  case  within  applicable  laws 
and  regulations. 

This  section  further  establishes  that 
the  decision  of  the  Administrative  Law 
Judge  shall  be  final  except  where  an  ap¬ 
peal  is  made  to  the  Commissioner,  in 
which  case  the  Commissioner’s  decision 
will  be  final.  This  section  also  permits 
prior  proceedings,  which  may  have  been 
initiated  against  an  institution  or  lender, 
to  be  taken  into  consideration  as  a  means 
of  expediting  a  resolution  of  the  case. 

8.  Section  177.78  specifies  the  action  to 
be  taken  by  the  Commissioner  where  he 
denies  the  request  of  either  an  institu¬ 
tion  or  lender  to  enter  into  an  agreement 
to  participate  in  the  program  and  the 
procedures  available  to  the  applicant  to 
respond  to  such  a  denial.  This  section 
also  provides  for  a  similar  procedure 
where  an  institution  or  lender,  which  has 
previously  received  an  adverse  decision 
affecting  its  eligibility,  applies  for  and  is 
denied  reinstatement  of  its  eligibility. 

E.  Submission  of  comments  and  public 
hearings  on  proposed  regulations.  1.  All 
interested  persons  are  invited  to  submit 
written  data,  views  or  arguments  con¬ 
cerning  the  proposed  rule  to  the  Asso¬ 
ciate  Commissioner,  Office  of  Guaran¬ 
teed  Student  Loans,  U.S.  Office  of  Edu¬ 
cation,  Washington,  D.C.  20202.  Hand 
delivered  comments  may  be  delivered  to 
Room  4051,  Region  Office  Building  #3, 
Seventh  and  D  Streets,  SW,  Washington, 
D.C.  Such  responses  to  this  notice  will 
be  available  for  public  Inspection  on 
Mondays  through  Fridays  between  8  a  m. 
and  4:30  p.m.  All  relevant  material  re¬ 
ceived  on  or  before  December  2,  1974, 
will  be  considered. 

2.  All  interested  persons  are  also  here¬ 
by  given  notice  of  opportunity  to  orally 
present  data,  views  or  arguments  with 
respect  to  the  proposed  rule  at  public 
hearings  to  be  held  in  the  following 
places  on  the  dates  below  and  com¬ 
mencing  at  10  a.m.  on  each  of  the  days 
specified. 

a.  Washington,  D.C. 

Auditorium — HEW  North  Building 
330  Independence  Avenue,  S.W. 

Washington,  D.C. 
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Public  hearings  will  be  held  on  Novem¬ 
ber  13,  14  and  15. 

b.  Chicago,  Illinois 
Century  Room — 19th  Floor 
LaSalle  Hotel 

10  North  LaSalle  Street 
Chicago,  Illinois 

Public  hearings  will  be  held  on  Novem¬ 
ber  18  and  19. 

c.  San  Francisco,  California 
Main  Lounge — University  Center 
University  of  San  Francisco 
2130  Fulton  Street 

San  Francisco,  California 
Public  hearings  will  be  held  on  Novem¬ 
ber  20  and  21. 

3.  Any  person  desiring  to  orally  present 
his  views  at  any  of  the  scheduled  hear¬ 
ings  should  so  inform  the  appropriate 
representative  listed  below  no  later  than 
seven  (7)  days  prior  to  commencement  of 
the  particular  hearing  at  which  the  per¬ 
son  wishes  to  be  heard.  Reasonable  limi¬ 
tations  upon  the  length  of  time  allocated 
to  any  person  may  be  Imposed  and  per¬ 
sons  must  file  with  the  appropriate  rep¬ 
resentative  listed  below  ten  copies  of  all 
prepared  statements. 

David  C.  Bayer 

Office  of  Guaranteed  Student  Loans 
US.  Office  of  Education 
400  Maryland  Avenue,  S.W. 

Washington,  D  C.  20202 
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Regional  Commissioner  of  Education 

Office  of  Education 

300  South  Wacker  Drive 
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Rudy  M&ppus 

Office  of  Guaranteed  Student  Loans 
U.S.  Office  of  Education 
50  Fulton  Street 
San  Francisco,  California  94102 
(415)  556-1630 

(Catalog  of  Federal  Domestic  Assistance  No. 
13,460  Guaranteed  Student  Loan  Program) 

Dated:  September  24, 1974. 

T.  H.  Bell, 

U.S.  Commissioner  of  Education.' 
Approved:  October  8, 1974. 

Caspar  W.  Weinberger, 

Secretary  of  Health,  Education, 
and  Welfare. 

1.  Section  177.1  is  amended  by  revising 
paragraphs  (e)  and  (g)  thereof  and  add¬ 
ing  paragraphs  (i).  and  (r)  thereto,  to 
read  as  follows: 

§  177.1  Definitions. 

*  *  •  *  + 

(e)  “Eligible  Institution’’  or  “institu¬ 
tion”  means  (1)  an  institution  of  higher 
education,  (2)  a  vocational  school,  or  (3) 
with  respect  to  students  who  are  na¬ 
tionals  of  the  United  States,  an  institu¬ 
tion  outside  the  States  which  is  com¬ 
parable  to  an  institution  of  higher 
education  or  to  a  vocational  school  and 
which  has  been  approved  by  the  Com¬ 
missioner  for  purposes  of  this  part.  In 
cases  where  the  Commissioner  does  not 
determine  the  entire  institution  to  be 
eligible,  this  term  includes  only  those 


individual  units  or  programs  within  an 
institution  which  have  been  determined 
by  the  Commissioner  to  meet  all  require¬ 
ments  few  institutional  eligibility  pur¬ 
suant  to  paragraphs  (f)  or  (g)  of  this 
section. 

*  *  •  *  • 

(g)  “Vocational  school”  means  a  busi¬ 
ness  or  trade  school,  technical  institution 
or  other  technical  or  vocational  school  in 
any  State  which  (1)  admits  as  regular 
students  only  persons  who  have  com¬ 
pleted  or  left  elementary  or  secondary 
school  and  who  have  demonstrated  the 
ability  to  benefit  from  the  training  of¬ 
fered  by  such  institution  pursuant  to  the 
provisions  of  §  177.65;  (2)  is  legally  au¬ 
thorized  to  provide,  and  provides  within 
that  State,  a  program  of  postsecondary 
vocational  or  technical  education  which 

(i)  is  designed  to  provide  occupational 
skills  more  advanced  than  those  gen¬ 
erally  provided  at  the  high  school  level 
and  to  prepare  individuals  for  gainful 
employment  in  recognized  occupations, 

(ii)  provides  no  less  than  300  clock  hours 
of  classroom  instruction  or  its  equivalent 
or,  in  the  case  of  a  program  offered  by 
correspondence,  requires  not  less  than  an 
average  of  12  hours  of  preparation  per 
week  over  any  4  week  period  and  comple¬ 
tion  in  not  less  than  6  months,  and  (ill) 
in  the  case  of  a  flight  school  program, 
maintains  current  and  valid  certification 
by  the  Federal  Aviation  Administration 
and  approval  by  the  Veterans  Admin¬ 
istration;  (3)  has  been  in  exsistence  for 
2  years  or  has  been  specially  determined 
by  the  Commissioner  pursuant  to  regula¬ 
tion  to  be  an  institution  meeting  the 
other  requirements  of  this  paragraph 
and  to  be  eligible  to  participate  in  pro¬ 
grams  under  this  part;  and  (4)  (i)  is  ac¬ 
credited  by  a  nationally  recognized 
accrediting  agency  or  association  recog¬ 
nized  by  the  Commissioner  for  this  pur¬ 
pose,  or  (ii)  in  the  case  of  a  public 
institution  offering  postsecondary  voca¬ 
tional  education,  is  approved  by  a  State 
approval  agency  recognized  by  the  Com¬ 
missioner  for  this  purpose,  or  (ill)  if  the 
Commissioner  determines  that  there  is 
no  nationally  recognized  accrediting 
agency  or  association  qualified  to  ac¬ 
credit  Institutions  of  the  particular 
category  encompassing  such  institution, 
is  approved  by  a  State  approval  agency 
recognized  by  the  Commissioner  for  this 
purpose,  or  (iv)  if  the  Commissioner  de¬ 
termines  that  there  is  no  nationally 
recognized  accrediting  agency  or  asso¬ 
ciation  or  State  approval  agency  quali¬ 
fied  to  accredit  or  approve  institutions  of 
the  patricular  category  encompassing 
such  institution,  is  approved  by  the  Com¬ 
missioner’s  Advisory  Committee  on  Ac¬ 
creditation  and  Institutional  Eligibility, 
pursuant  to  standards  of  content,  scope, 
and  quality  prescribed  by  that  commit¬ 
tee  for  this  purpose.  An  institution  which 
has  been  approved  pursuant  to  clause 
(lv)  above  must,  in  order  to  remain  an 
eligible  institution,  become  accredited 
within  three  years  after  the  Commis¬ 
sioner  has  designated  a  nationally  recog¬ 


nized  accrediting  or  State  approval 
agency  for  the  particular  category  of 
Institutions  which  encompasses  such  in¬ 
stitution.  For  the  purpose  of  this  para¬ 
graph,  the  Commissioner  shall  publish  a 
list  of  nationally  recognized  accrediting 
agencies  or  associations  and  State  ap¬ 
proval  agencies  which  he  has  determined 
to  be  reliable  authority  as  to  the  quality 
of  education  or  training  afforded. 

•  •  •  •  • 

(i)  “Student”  means  a  person  who  (1) 
is  a  national  of  the  United  States,  is  in 
the  United  States  for  other  than  a  tem¬ 
porary  purpose  and  intends  to  become  a 
permanent  resident  thereof,  or  is  a  per¬ 
manent  resident  of  the  Trust  Territory 
of  the  Pacific  Islands  (except  that  a  stu¬ 
dent  attending  an  institution  outside  the 
States  must  be  a  national  of  the  United 
States) ;  (2)  has  a  certificate  of  gradua¬ 
tion  from  a  school  providing  secondary 
education  or  the  recognized  equivalent  of 
such  certificate  or,  in  the  case  of  a  voca¬ 
tional  school  student,  attends  neither 
elementary  nor  secondary  school,  is  be¬ 
yond  the  age  of  compulsory  school  at¬ 
tendance  in  the  jurisdiction  where  he 
lives,  and  has  demonstrated  the  ability 
to  benefit  from  the  training  offered  by 
such  vocational  school  pursuant  to  the 
provisions  of  §  177.65;  (3)  is  enrolled  at 
an  eligible  Institution  and  in  good  stand¬ 
ing  (as  determined  by  the  institution)  or 
has  been  accepted  for  enrollment  at  an 
eligible  institution;  (4)  plans  to  carry  or 
is  carrying,  during  the  period  for  which 
the  loan  is  intended,  at  least  one-half 
the  normal  full-time  workload  as  deter¬ 
mined  by  the  institution;  (5)  if  enrolled 
in  a  program  of  study  by  correspondence, 
plans  to  engage  or  is  engaging  in  an 
average  of  at  least  12  hours  of  prepara¬ 
tion  per  week  over  any  4  week  period 
during  which  he  is  so  enrolled;  and  (6) 
if  enrolled  in  a  flight  school  program  at 
a  vocational  school  or  institution  of 
higher  education,  plans  to  pursue  or  is 
pursuing  a  full-time  program  leading  to 
commercial  flight  ratings,  has  completed 
ground  school  training  or  is  taking  it 
concurrently  with  flight  training,  holds 
a  private  pilot’s  certificate  (or  has  suf¬ 
ficient  flight  houra  to  qualify  for  such 
certificate) ,  and  holds  at  least  a  Class- n 
medical  certificate.  This  term  also  in¬ 
cludes  a  person  who  does  not  have  a  cer¬ 
tificate  required  by  paragraph  (1)  (2)  of 
this  section,  but  otherwise  meets  the  re¬ 
quirements  of  this  paragraph  and  has 
been  admitted  by  an  institution  of 
higher  education  which  admits  a  small 
proportion  of  such  persons  . 

•  *  *  »  t 

(r)  “Matriculate”  means  that  a  stu¬ 
dent  has  completed  all  the  requisite  steps 
in  the  enrollment  and  registration 
process  and  the  attendance  period  has 
commenced. 

(20  UB.O.  1077(a)  (1),  1078(b)  (1)  (I).  108* 
(a)(1),  1085(a),  (c),  and  1087-l(b)) 

2.  Section  177.46  is  amended  by  re¬ 
vising  paragraphs  (c)  and  (dX  and  by 


FEDERAL  REGISTER,  VOL.  39,  NO.  202— THURSDAY,  OCTOBER  17,  1974 


PROPOSED  RULES 


37157 


adding  paragraph  (c-1)  to  read  as 
follows: 

§  177.46  Disbursement  and  repayment 

of  loans. 

*  *  *  •  • 

(c)  Disbursement  by  a  lender  which 
is  not  an  educational  institution.  (1)  A 
lender  which  is  not  an  educational  insti¬ 
tution  may  not  make  a  disbursement  of 
any  loan  proceeds  earlier  than  is  reason¬ 
ably  necessary  to  meet  the  purposes  for 
which  the  loan  is  being  made  and  in  no 
case,  except  as  approved  by  the  Com¬ 
missioner,  earlier  than  30  days  prior  to 
the  date  on  which  the  institution  re¬ 
quires  the  student  to  pay  tuition  or  re¬ 
quired  fees.  If  a  loan  is  disbursed  in 
installments,  the  proceeds  disbursed  for 
use  during  a  given  semester,  quarter  or 
term  should  not  be  greater  than  the 
amount  required  by  the  student  for  that 
academic  period. 

(2)  If  the  borrower  authorizes  the 
lender,  in  writing,  to  disburse  the  pro¬ 
ceeds  of  the  loans  to  an  educational  in¬ 
stitution,  the  lender  may  do  so,  but  must 
notify  the  borrower  in  writing,  when  any 
part  of  the  loan  has  been  disbursed.  In 
such  cases,  the  institution  shall  disburse 
the  funds  to  the  student  as  indicated  in 
paragraph  (c-1)  (2)  of  this  section.  In 
cases  where  the  student  does  not  matric¬ 
ulate  in  the  institution  for  an  academic 
period  for  which  he  has  received  a  loan 
under  this  part,  the  institution  must 
promptly  notify  the  lender  and  return 
the  proceeds  of  the  loan  to  the  lender.  In 
cases  where  the  student  withdraws  from 
the  institution  prior  to  the  expiration  of 
the  academic  period  for  which  the  loan 
was  made,  the  institution  must  promptly 
notify  the  lender  and  must  return  to  the 
lender  any  portion  of  the  loan  proceeds 
remaining  after  the  school  has  retained 
any  earned  tuition  and  required  fees,  as 
determined  pursuant  to  §  177.63,  which 
may  be  attributed  to  the  loan  after  giv¬ 
ing  consideration  to  other  forms  of  Fed¬ 
eral  student  financial  assistance. 

(c-1)  Disbursement  by  an  educational 
institution.  (1)  An  eligible  institution 
acting  as  a  lender  or  making  disburse¬ 
ments  pursuant  to  paragraph  (c)  ^2)  of 
this  section  may  not  make  a  disburse¬ 
ment  of  any  loan  proceeds  to  a  student 
earlier  than  is  reasonably  necessary  to 
meet  the  purposes  for  which  the  loan  is 
being  made.  The  Commissioner  will  not 
honor  a  default  claim  based  upon  a  dis¬ 
bursement,  on  a  loan  made  by  an  insti¬ 
tution,  to  a  student  who  failed  to  matric¬ 
ulate  at  that  institution  during  the  aca¬ 
demic  period  for  which  the  loan  was 
made.  A  disbursement  for  the  purpose 
of  a  required  resident  training  portion  of 
a  correspondence  course  shall  not  be 
made  until  such  time  as  the  student  com¬ 
mences  resident  training. 

(2)  Unless  otherwise  approved  or  re¬ 
quired  by  the  Commissioner,  an  eligible 
institution  shall  make  disbursements  in 
multiple  installments,  as  set  forth  in 
paragraphs  (c-1)  (i),  (ii)  and  (iii)  of 
this  section.  Moreover,  the  proceeds  dis¬ 
bursed  for  use  during  a  given  semester, 
quarter  or  term  shall  not  be  greater  than 


the  amount  required  by  the  student  for 
that  academic  period  and  the  amount  of 
any  one  disbursement  shall  not  exceed 
the  sum  of  the  other  disbursements  on 
a  single  loan. 

(i)  With  regard  to  a  loan  disbursed 
by  an  institution  of  higher  education  to 
a  student  for  the  full  academic  year,  the 
frequency  of  installments  shall  coincide 
with  the  frequency  of  sessions  which 
form  an  academic  year  (e.g.,  two  install¬ 
ment  disbursements  for  those  institu¬ 
tions  utilizing  a  two  semester  system). 
However,  disbursement  of  a  loan  made 
to  a  student  for  a  portion  of  the  academic 
year  need  not  be  made  for  less  than  a 
single  semester,  quarter  or  trimester. 

(ii)  With  regard  to  a  loan  disbursed  by 
a  vocational  school  (other  than  for  study 
by  correspondence),  installments  shall 
be  made  not  less  frequently  than  every 
four  months. 

(iii)  With  regard  to  a  loan  disbursed 
for  correspondence  study,  installments 
shall  be  made  not  less  frequently  than 
every  six  months. 

(3)  The  Commissioner  may,  pursuant 
to  Subpart  G  of  this  part,  require  an  in¬ 
stitution  that  is  a  lender  to  utilize  a  spe¬ 
cial  promissory  note  which  provides  that 
the  student’s  obligation  with  regard  to 
the  loan  amount  is  dependent  upon  the 
student’s  continued  enrollment  during 
the  academic  period  for  which  the  loan 
was  made  and  is  proportionate  to  the  per¬ 
centage  of  such  period  which  he  has 
completed. 

(d)  Commencement  of  repayment. 
The  note  evidencing  a  loan  shall  provide 
for  repayment  of  the  principal  amount 
together  with  interest  thereon,)  in  equal 
periodic  installments  (except  for  a  final 
adjustment  payment)  beginning  not 
earlier  than  9  months  nor  later  than  1 
year  after  the  date  on  which  the  stu¬ 
dent  ceases  to  carry  at  an  eligible  insti¬ 
tution  at  least  one-half  the  normal  full¬ 
time  academic  workload  as  determined 
by  that  institution:  Provided,  however. 
That  in  the  case  of  a  correspondence  stu¬ 
dent,  the  repayment  period  shall  begin 
not  earlier  than  9  months  nor  later  than 
1  year  after  (1)  the  student’s  comple¬ 
tion  of  his  program,  (2)  the  expiration 
of  a  60  day  period  during  which  the  stu¬ 
dent  submits  no  assignments,  or  (3)  the 
expiration  of  a  60  day  period  following 
the  normal  time  established  by  the  school 
for  the  completion  of  the  program  and 
communicated  to  the  student  pursuant 
to  §  177.63(c),  which  ever  comes  first. 
The  submission  of  one  or  more  assign¬ 
ments  more  than  60  days  after  the  pre¬ 
vious  submission  shall  not  restore  the  in¬ 
school  status  of  a  correspondence  student 
with  respect  to  his  loan:  Provided,  how¬ 
ever,  That  the  institution  may  permit 
one  such  restoration  if  the  student  ac¬ 
knowledges  in  writing  that  he  wishes  to 
continue  his  course  of  study  and  that  he 
fully  understands  his  responsibilities  to 
submit  lessons  on  a  timely  basis. 

(20  U.S.C.  1077(a),  1079(a),  1082(a)(1)  and 
1087-1 (a) (2)) 

***** 

3.  Part  177  is  amended  by  adding  new 
Subparts  F  and  G  thereto,  to  read  as 
follows: 


Subpart  F — Requirements  and  Standards  for 
Participating  Educational  Institutions 

Sec. 

177.61  Agreements  between  eligible  insti¬ 

tutions  and  the  Commissioner. 

177.62  Procedures,  records  and  reports. 

177.63  Refunds. 

177.64  Provision  of  information  to  a  pro¬ 

spective  student. 

177.65  Admissions  criteria  for  a  vocational 

or  trade  program. 

177.66  Additional  standards  for  evaluating 

an  eligible  institution. 

Authority:  20  U.S.C.  1082(a)  (1),  1085  (b), 
(c), 1087-1 (a). 

Subpart  F — Requirements  and  Standards 
for  Participating  Educational  Institutions 

§  177.61  Agreements  between  eligible 
institutions  and  the  Commissioner. 

f  a,)  ( 1)  Any  eligible  institution  seeking 
to  participate,  in  any  manner,  in  any  pro¬ 
gram  covered  under  this  part  shall  sub¬ 
mit  to  the  Commissioner  for  his  ap¬ 
proval,  on  a  form  provided  by  him,  an 
agreement  signed  by  an  appropriate  of¬ 
ficial  acknowledging  the  institution’s  ob¬ 
ligation  to  comply  with  all  applicable 
laws  and  all  applicable  regulations  set 
forth  in  this  part. 

(2)  If  a  participating  institution  un¬ 
dergoes  a  change  of  controlling  owner¬ 
ship  or  form  of  control,  its  agreement 
shall  automatically  expire  at  the  time  of 
such  change.  In  such  instance,  continued 
participation  by  the  institution  in  loan 
programs  under  this  part  shall  require 
a  new  agreement  with  the  Commissioner 
and  continuation  of  the  institution’s  sta¬ 
tus  as  an  eligible  institution  under  this 
part. 

(3)  Institutions  outside  the  States 
shall  be  required  to  comply  with  the  pro¬ 
visions  of  this  part  only  to  the  extent 
determined  by  the  Commissioner  on  a 
case  by  case  basis. 

(b)  An  institution  designated  as  an 
“eligible  institution”  on  the  effective  date 
of  this  regulation  shall  have  a  period  of 
90  days  to  submit  the  agreement  de¬ 
scribed  in  paragraph  (a)  of  this  section  in 
order  to  assure  continuous  participation 
in  programs  covered  under  this  part.  An 
institution  which  has  not  submitted  such 
agreement  by  the  end  of  this  90  day  pe¬ 
riod  will  be  subject  to  having  its  eligibility 
suspended  or  terminated  pursuant  to 
Subpart  G  of  this  part. 

(20  U.S.C.  1082(a)  (1) ,  1087-1  (a) ) 

§  177.62  Procedures,  records  and  re¬ 
ports. 

(a)  Each  participating  institution 
shall  establish  and  maintain  such  ad¬ 
ministrative  and  fiscal  procedures  and 
records  as  may  be  necessary  to  ensure 
proper  and  efficient  administration  of 
any  funds  received  from  students  who 
have  obtained  loans  under  this  part,  to 
assure  that  the  rights  of  students  estab¬ 
lished  under  this  part  are  protected,  to 
protect  the  United  States  from  unreason¬ 
able  risk  of  loss  due  to  defaults,  and  to 
comply  specifically  with  all  applicable  re¬ 
quirements  set  forth  in  this  part. 

<b)  Each  participating  institution 
shall  maintain  records  regarding  the 
admission  (to  the  extent  required  by 
§  177.65) ,  academic  standing,  periods  of 
attendance,  courses  taken,  determination 
of  need  for  subsidized  loans,  receipt  and 
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disbursement  of  loan  proceeds,  receipt  of 
tuition  and  fees,  refunds,  and  placement 
(if  the  institution  provides  placement 
service)  for  each  student  who  receives  a 
loan  under  this  part  and  shall  retain 
such  records  for  not  less  than  5  years 
(unless  otherwise  directed  by  the  Com¬ 
missioner)  following  the  date  the  student 
graduates,  withdraws,  or  fails  to  matric¬ 
ulate  for  an  academic  period  for  which 
he  has  received  a  loan  under  this  part. 
Copies  of  reports  submitted  by  the  insti¬ 
tution  pursuant  to  this  section  and  other 
forms  utilized  by  the  institution  relating 
to  loans  made  under  this  part  shall  also 
be  retained  for  not  less  than  5  years  fol¬ 
lowing  their  completion,  unless  otherwise 
directed  by  the  Commissioner. 

(c)  Each  participating  institution 
shall  submit  such  reports  to  the  Com¬ 
missioner  or  to  lenders  at  such  times  and 
in  such  manner  as  the  Commissioner  may 
prescribe  concerning  the  changes  in  en¬ 
rollment  status  of  its  students  who  are 
borrowers.  Such  reports  shall  include 
timely  completion  of  the  Student  Status 
Confirmation  Report  (OE  Form-  1072) 
and  the  notification  to  lenders,  on  forms 
provided  by  the  Commissioner  for  that 
purpose,  of  any  change  in  the  status  of  a 
student  borrower  to  less  than  half-time 
enrollment. 

(d)  The  Commissioner  or  his  desig¬ 
nee  may  audit  or  examine  the  institution 
with  respect  to  such  matters  pertaining 
to  the  institution’s  participation  in  pro¬ 
grams  covered  under  this  part  as  he 
deems  appropriate.  Each  participating 
institution  shall  afford  access  to  rec¬ 
ords  required  by  paragraphs  (a)  and  (b) 
of  this  section  and  by  §  177.66(d)  at  any 
reasonable  time  to  the  Commissioner  or 
his  designee  as  needed  in  order  to  verify 
compliance  with  the  regulations  in  this 
part. 

(e)  In  the  event  of  the  closure,  termi¬ 
nation,  suspension  or  change  of  owner¬ 
ship  of  a  participating  institution,  the 
institution  or  its  successors  must  make 
provision  for  the  retention  of  the  records 
provided  for  in  paragraph  (b)  of  this 
section  and  for  the  access  to  such  rec¬ 
ords  by  the  Commissioner  as  provided 
for  in  paragraph  (d)  of  this  section. 

§  177.63  Refunds. 

(a)  Each  participating  institution 
shall  establish  a  fair  and  equitable  re¬ 
fund  policy,  under  which  it  shall  make 
a  refund  of  unearned  tuition  and  re¬ 
quired  fees  to  a  student  who  receives  a 
loan  under  this  part  and  who  does  not 
complete  the  period  of  study  for  which 
the  loan  was  advanced.  The  institution 
shall  make  such  policy  known  in  writ¬ 
ing  to  the  student  prior  to  his  initial 
acceptance  for  enrollment  at  the  insti¬ 
tution  and  prior  to  each  academic  year 
in  which  he  enrolls  thereafter. 

(b)  In  determining  whether  a  refund 
policy  is  fair  and  equitable,  the  Com¬ 
missioner  will  consider  the  following 
factors: 

(1)  Whether  the  refund  policy  takes 
Into  consideration  the  period  for  which 
tuition  and  other  required  fees  were 
paid; 


(2)  Whether  the  refund  policy  takes 
into  consideration  the  length  of  time 
the  student  was  enrolled' at  the  institu¬ 
tion; 

(3)  Whether  the  refund  policy  takes 
into  consideration  the  kind  and  amount 
of  instruction,  equipment  and  other  serv¬ 
ices  provided  over  the  periods  described 
in  Paragraphs  (b)  (1)  and  (2)  of  this 
section; 

(4)  Whether  the  refund  policy  pro¬ 
duces  refunds  in  reasonable  and  equita¬ 
ble  amounts  when  the  considerations 
described  in  Paragraphs  (b)  (2)  and  (3) 
of  this  section  are  compared  with  that 
described  in  Paragraph  (b)  (1)  of  this 
section:  Provider,  however.  That  an  in¬ 
stitution  may  retain  a  reasonable  en¬ 
rollment  or  registration  fee  not  to  exceed 
$50  for  the  period  for  which  tuition  and 
other  required  fees  were  paid; 

(5)  Whether  the  refund  policy  of  the 
institution  is  mandated  by  State  law; 
and 

(6)  Whether,  in  the  case  of  an  accred¬ 
ited  institution,  the  Commissioner  has 
approved  the  refund  policy  requirements 
of  the  pertinent  accrediting  body. 

(c)  Each  participating  institution  must 
make  a  refund  in  accordance  with  its 
established  refund  policy,  directly  to  the 
student  (unless  the  student  has  author¬ 
ized  the  institution  in  writing  to  pay 
the  refund  to  the  lender).  Such  refund 
must  be  made  within  30  days  of  the  date 
the  student  ceases  to  be  enrolled  at  the 
institution.  The  date  on  which  a  stu¬ 
dent  ceases  to  be  enrolled  shall,  for  the 
purposes  of  this  paragraph,  be  deemed 
to  be  the  date  on  which  he  notifies  the 
institution  of  his  withdrawal:  Provided, 
however.  That  in  the  case  of  vocational 
schools  the  date  shall  be  deemed  to  be 
the  date  of  last  class  attendance:  And 
provided  further,  That  in  the  case  of  a 
correspondence  student  the  date  shall 
be  deemed  to  be  30  days  after  the  stu¬ 
dent  fails  to  submit  a  required  lesson 
unless  the  student,  within  such  30  day 
period,  notifies  the  school  in  writing 
that  he  is  not  withdrawing.  For  this  pur¬ 
pose,  each  correspondence  school  must 
establish  a  schedule  of  the  number  of 
lessons  in  the  course  and  the  intervals 
at  which  lessons  are  to  be  submitted 
(and  the  period  of  time  within  which 
any  required  resident  training  must  be 
completed).  Such  a  schedule  must  con¬ 
form  to  the  requirements  set  forth  in 
§  177.1(g)  (2)  and  must  be  furnished  to 
the  student  prior  to  his  enrollment. 

(d)  In  the  event  of  the  closure,  ter¬ 
mination,  suspension,  or  change  of  own¬ 
ership  of  a  participating  institution,  the 
institution  or  its  successors  must  make 
provision  for  compliance  with  the  re¬ 
quirements  of  this  section  with  regard  to 
refunds  which  are  due  or  may  become 
due  for  students  who  obtained  loans  un¬ 
der  this  part  for  periods  of  attendance 
at  the  institution  prior  to  such  change 
in  status. 

§  177.64  Provision  of  information  to  a 
prospective  student. 

Each  participating  institution  shall 
make  a  good  faith  effort  to  present  each 


prospective  student,  prior  to  the  time  the 
prospective  student  obligates  himself  to 
pay  tuition  or  fees  to  the  institution, 
with  a  complete  and  accurate  statement 
(including  printed  materials)  about  the 
institution,  its  current  academic  or 
training  programs,  and  its  faculties  and 
facilities,  with  particular  emphasis  on 
those  programs  in  which  the  prospective 
student  has  expressed  interest.  In  the 
case  of  an  institution  holding  itself  out  as 
preparing  students  for  a  particular  voca¬ 
tion  or  trade,  such  statement  shall  in¬ 
clude  information  regarding  the  employ¬ 
ment  of  its  graduates  in  such  vocation 
or  trade. 

§  177.65  Admissions  criteria  for  a  voca¬ 
tional  or  trade  program. 

Each  participating  institution  holding 
itself  out  as  preparing  students  for  a 
particular  vocation  or  trade  shall,  prior 
to  the  time  the  prospective  student  obli¬ 
gates  himself  to  pay  tuition  or  fees  to 
the  institution,  make  a  determination, 
based  on  an  appropriate  examination  or 
other  appropriate  criteria,  that  such  per¬ 
son  has  the  ability  to  benefit  from  the 
instruction  or  training  to  be  provided. 

§  177.66  Additional  standards  for  eval¬ 
uating  an  eligible  institution. 

If  the  Commissioner  determines  that 
any  of  the  following  conditions  exist,  he 
may,  pursuant  to  the  provisions  of  Sub- 
part  G  of  this  part,  require  reasonable 
and  appropriate  measures  to  alleviate 
such  conditions  as  a  prerequisite  to  an 
institution’s  initial  or  continued  par¬ 
ticipation  in  programs  under  this  part: 
Provided,  however,  That  prior  to  initiat¬ 
ing  such  action,  the  Commissioner  shall 
inform  the  institution  of  his  findings 
and  provide  it  a  reasonable  period,  not 
less  than  30  days,  to  respond  to  such 
findings  or  to  submit  a  plan  as  to  those 
measures  it  will  voluntarily  initiate  to 
alleviate  such  conditions : 

(a)  More  than  10  percent  of  loans 
made  under  this  part  to  students  at  the 
institution  which  have  reached  the  re¬ 
payment  period  are  in  default; 

(b)  More  than  20  percent  of  the  stu¬ 
dents  at  the  institution,  who  have  re¬ 
ceived  loans  made  under  this  part,  with¬ 
drew  from  enrollment  at  such  institution 
(1)  during  any  academic  term  or  (2) 
where  an  institution  does  not  have  a  com¬ 
mon  academic  term  for  the  majority  of 
its  students,  during  any  4  month  period: 
Provided,  That  only  those  students  en¬ 
rolled  at  the  beginning  of  such  academic 
term  or  4  month  period  shall  be  counted 
for  purposes  of  this  provision; 

(c)  The  dollar  amount  of  tuition  and 
fees  received  by  the  institution  for  any 
academic  term  from  loans  made  under 
this  part  exceeds  60  percent  of  all  tuition 
and  fees  received  by  the  institution  dur¬ 
ing  that  term  or,  in  the  case  of  an  in¬ 
stitution  which  does  not  have  a  common 
academic  term  for  the  majority  of  its 
students,  the  dollar  amount  of  tuition 
and  fees  received  from  loans  made  under 
this  part  and  attributable  to  students  en¬ 
rolled  in  the  institution  during  any  2 
month  period  exceeds  60  percent  of  all 
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tuition  and  fees  received  by  the  institu¬ 
tion  and  attributable  to  students  enrolled 
in  such  institution  during  that  2  month 
period;  or 

(d)  The  institution’s  financial  condi¬ 
tion  is  such  that  it  is  unable  (1)  to  pro¬ 
vide  the  educational  services  for  which 
its  students  who  have  obtained  loans 
under  this  part  have  enrolled;  (2)  to 
meet  it  obligations  to  refund  unearned 
tuition  and  fees;  or  (3)  to  provide  the 
administrative  resources  to  comply  with 
the  requirements  of  this  part.  An  insti¬ 
tution’s  financial  condition  will  be 
deemed  not  to  satisfy  these  requirements 
(i)  in  the  case  of  an  institution  utilizing 
accrual  accounting,  if  the  ratio  of  its 
current  assets  to  current  liabilities  falls 
below  1:1  at  the  conclusion  of  its  most 
recent  fiscal  year,  or  (ii)  in  the  case  of 
an  institution  utilizing  fund  accounting, 
if  the  fund  is  operating  at  a  deficit  at  the 
conclusion  of  its  most  recent  fiscal  year. 
For  purposes  of  making  this  determina¬ 
tion,  the  institution  will  make  available 
to  the  Commissioner,  upon  reasonable 
request,  its  latest  financial  statement 
prepared  by  a  certified  public  account¬ 
ant  or  the  most  reasonable  equivalent 
thereof. 

Subpart  G — Procedures  for  the  Limitation,  Sus¬ 
pension  or  Termination  of  Eligibility  for  Pro¬ 
grams  Under  This  Part 

Sec. 

177.71  Purpose  and  scope. 

177.72  Definitions. 

177.73  Possible  sanctions. 

177.74  Effect  on  prior  participation. 

177.75  Informal  compliance  procedure. 

177.76  Suspension. 

177.77  Limitation  and  termination. 

177.78  Denial  of  Initial  application  or 

reinstatement. 

Authority:  20  UJS.C.  1080(d),  1082(a). 
1087-1 (a). 

Subpart  G — Procedures  for  the  Limitation, 
Suspension  or  Termination  of  Eligibility 
for  Programs  under  this  Part 

§  177.71  Purpose  and  scope. 

(a)  This  subpart  establishes  rules  and 
procedures  for  the  limitation,  suspension 
or  termination  of  the  eligibility  of  an 
institution  participating  in  programs 
under  this  part  and  of  a  lender  par¬ 
ticipating  in  the  Federal  Insured  Student 
Loan  Program  under  this  part  for  failure 
to  comply  with  applicable  laws,  regula¬ 
tions,  agreements  or  limitations. 

(b)  This  subpart  does  not  apply  to 
administrative  action  by  the  Department 
of  Health,  Education,  and  Welfare  based 
on  any  alleged  violation  of  Title  V7  of  the 
Civil  Rights  Act  of  1964,  which  is  gov¬ 
erned  by  Parts  80  and  81  of  this  Title, 
or  Title  IX  of  the  Education  Amend¬ 
ments  of  1972,  which  is  governed  by 
Part  86  of  this  Title. 

§  177.72  Definitions. 

As  used  in  this  subpart : 

(a)  “Limitation”  means  the  continua¬ 
tion  of  an  institution’s  or  a  lender’s  eli¬ 
gibility,  subject  to  compliance  with  spe¬ 
cial  conditions  or  restrictions  which  have 
been  set  as  a  result  of  a  failure  to  comply 
with  applicable  law,  regulations  or  agree¬ 


ments  or  as  a  result  of  an  institution 
coming  within  the  terms  of  §  177.66  of 
Subpart  F. 

(b)  “Suspension”  means  the  removal 
of  an  institution’s  or  a  lender’s  eligibility 
(or  portions  thereof)  for  a  specified 
period  of  time  or  until  the  occurrence  of 
one  or  more  specified  conditions. 

(c)  “Termination”  means  the  unquali¬ 
fied  removal  of  an  institution’s  or  lender’s 
eligibility  (or  portions  thereof)  for  an  in¬ 
definite  period  of  time. 

(d)  “Designated  OE  Official”  means  an 
official  of  the  Office  of  Education,  other 
than  the  Commissioner,  to  whom  the 
Commissioner  has  delegated  the  respon¬ 
sibilities  indicated  in  this  subpart. 

§  177.73  Possible  sanctions. 

(a)  Limitations.  A  limitation  on  an  in¬ 
stitution’s  or  a  lender’s  participation 
established  under  this  part  may  include 
any  of  the  following : 

(1)  A  limit  on  the  number  or  total 
amount  of  loans  which  a  lender  may 
make  under  the  Federal  Insured  Student 
Loan  Program; 

(2)  A  limit  on  the  number  or  percent¬ 
age  of  students  enrolled  in  an  institution 
who  may  receive  loans  under  this  part; 

(3)  A  limit  on  the  percentage  of  an  in¬ 
stitution’s  total  receipts  for  tuition  and 
fees  which  may  be  derived  from  loans 
under  this  part  of  a  stated  period  of  time; 

(4)  A  requirement  that  an  institution 
obtain  a  bond,  in  an  appropriate  amount, 
to  provide  assurance  that  it  will  be  able 
to  meet  its  financial  obligations  to  stu¬ 
dents  enrolled  in  such  institution  who 
have  received  loans  under  this  part; 

(5)  A  requirement  that  an  institution, 
acting  as  a  lender,  utilize  a  special  prom¬ 
issory  note  form  as  provided  in  §  177.46 
(c-1)  (3) ;  and 

(6)  Such  other  requirements  or  condi¬ 
tions  as  a  designated  OE  official,  an  Ad¬ 
ministrative  Law  Judge  or  the  Commis¬ 
sioner  may  determine:  (i)  are  reasonable 
and  appropriate  as  a  direct  means  of  cor¬ 
recting  a  violation  of  applicable  laws, 
regulations  or  agreements;  (ii)  have 
a  high  probability  for  successfully  cor¬ 
recting  such  violation;  and  (ill)  will 
promote  the  purposes  of  the  programs 
provided  for  in  this  part. 

(b)  Reimbursements  and  refunds.  As 
part  of  any  decision  resulting  in  a  limita¬ 
tion,  suspension,  or  termination  under 
this  subpart,  a  designated  OE  official,  an 
Administrative  Law  Judge  or  the  Com¬ 
missioner  may  also  require  an  institution 
or  lender  to  take  such  other  corrective 
action  as  is  reasonable  and  appropriate 
to  remedy  a  violation  of  applicable  laws, 
regulations,  agreements  or  limitations. 
Sueh  corrective  action  may  include  pay¬ 
ment,  to  the  Office  of  Education  or  to  re¬ 
cipients  designated  by  the  designated  OE 
official,  the  Administrative  Law  Judge  or 
the  Commissioner,  for; 

(1)  Ineligible  interest  benefits,  special 
allowances,  or  other  claims  paid  by  the 
Commissioner; 

(2)  Discounts,  premiums  or  excess  in¬ 
terest  paid  in  violation  of  §  177.6(e) ;  or 

(3)  Refunds  due  to  students  under  the 
regulations  of  this  part. 


§  177.74  Effect  on  prior  participation. 

An  action  under  this  subpart  resulting 
in  the  limitation,  suspension  or  termina¬ 
tion  of  an  institution  or  lender  shall  not 
affect  any  of  its  responsibilities  arising 
from  participation  in  programs  under 
this  part  prior  to  the  date  of  such  action. 
Nor  shall  such  action  impair  any  bene¬ 
fits  or  claims  to  which  an  institution  or 
lender  may  be  entitled  based  on  its  par¬ 
ticipation  prior  to  such  action,  except 
that  if  such  action  results  in  a  require¬ 
ment  that  such  institutions  or  lenders 
make  payments  to  the  Office  of  Educa¬ 
tion,  then  such  payments  may  be  used 
as  offsets  against  such  benefits  or  claims. 

§  177.75  Informal  compliance  proce¬ 
dure. 

If  a  designated  OE  official  receives  a 
complaint,  or  has  other  information 
which  he  believes  to  be  reliable,  indicat¬ 
ing  that  a  violation  of  applicable  laws, 
regulations,  agreements  or  limitations 
has  occurred  or  is  occurring,  the  desig¬ 
nated  OE  official  shall  call  such  matter  to 
the  attention  of  the  institution  or  lender 
involved  and  shall  give  such  institution 
or  lender  a  reasonable  opportunity  to 
respond  to  the  allegation  and,  if  the  al¬ 
leged  violation  occurred,  to  show  that  it 
has  been  corrected  or  to  submit  an  ac¬ 
ceptable  plan  as  to  those  measures  which 
will  be  undertaken  to  correct  the  viola¬ 
tion  and  to  prevent  its  recurrence.  The 
procedures  provided  in  §§  177.76  and 
177.77  for  limitation,  suspension  or 
termination  need  not  be  delayed  during 
such  informal  compliance  procedure  if 
the  designated  OE  official  believes  that 
such  delay  would  have  an  adverse  effect 
on  programs  covered  under  this  part  or 
believes  that  such  informal  compliance 
procedure  will  not  result  in  a  successful 
resolution  of  the  alleged  violation. 

§  177.76  Suspension. 

(a)  Scope  and  duration.  A  suspension 
may  affect  all  aspects  of  an  institution’s 
or  lender’s  participation  in  programs  un¬ 
der  this  part  or  only  a  portion  thereof. 
The  duration  of  a  suspension  may  be 
set  to  extend  until  the  designated  OE 
official  has  determined  that  the  basis  for 
the  suspension  has  been  removed  and 
that  a  repetition  of  such  violation  ap¬ 
pears  unlikely:  Provided,  however.  That 
the  period  of  suspension  shall  not  exceed 
60  days,  unless  the  institution  or  lender 
and  the  designated  OE  official  agree  to 
an  extension  or  unless  limitation  or  ter¬ 
mination  proceedings  are  initiated  pur¬ 
suant  to  §  177.77  within  this  period  of 
time,  in  which  case  the  period  of  suspen¬ 
sion  may  be  extended  until  the  comple¬ 
tion  of  such  proceedings,  including  any 
appeal  which  may  be  made  to  the  Com¬ 
missioner. 

(b)  Procedures.  (1)  Except;  as  pro¬ 
vided  in  paragraph  (c)  of  this  section, 
suspensions  shall  only  be  made  pursuant 
to  notice  and  opportunity  to  show  cause 
as  provided  in  this  paragraph. 
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(2)  Suspension  proceedings  shall  be 
initiated  by  a  designated  OE  official  mail¬ 
ing  to  the  institution  or  lender  in  ques¬ 
tion  a  notice,  by  certified  mail  with  re¬ 
turn  receipt  requested: 

(i)  Informing  the  institution  of  the 
Office  of  Education’s  intent  to  suspend 
the  institution’s  or  lender’s  eligibility  and 
of  the  basis  for  such  action; 

(ii)  Specifying  the  proposed  effective 
date  of  the  suspension  and  the  conse¬ 
quences  of  such  action;  and 

(iii)  Informing  the  institution  or 
lender  of  its  rights,  if  exercised  within 
a  stated  period  of  time,  to  submit  writ¬ 
ten  material  and  to  request  an  informal 
meeting  to  show  cause  why  such  action 
should  not  be  taken,  prior  to  the  time  the 
suspension  becomes  effective.  The  notice 
shall  also  provide  information  about  the 
nature  of  the  meeting  and  such  other  in¬ 
formation  about  the  matter  as  the  desig¬ 
nated  OE  official  may  determine  appro¬ 
priate.  The  notice  shall  also  invite  vol¬ 
untary  efforts  to  correct  the  violation 
which  led  to  the  initiation  of  these 
proceedings. 

(3)  The  proposed  effective  date  for 
suspension  provided  for  in  paragraph  (b) 

(2)  of  this  section  shall  not  be  less  than 
15  days  after  the  notice  of  intent  has 
been  sent.  The  period  of  time  within 
which  the  institution  or  lender  may  sub¬ 
mit  written  material  or  request  a  meet¬ 
ing  to  show  cause  shall  not  be  less  than 
10  days  after  such  notice  has  been  sent. 

If  such  a  meeting  is  requested,  the  desig¬ 
nated  OE  official  shall  set  a  time  and 
place  for  it,  which  time  shall  not  be  less 
than  5  days  nor  more  than  30  days  after 
the  request  is  received  by  him.  If  a  meet¬ 
ing  is  requested,  but  it  cannot  be  held 
prior  to  the  proposed  effective  date  of 
suspension,  the  date  shall  be  postponed 
until  the  completion  of  such  meeting. 

(4)  The  designated  OE  official  shall 
consider  any  timely  material  presented 
to  him  in  writing,  any  material  presented 
to  him  during  the  course  of  the  informal 
meeting  provided  for  in  paragraph  <b) 

(3)  of  this  section  and  any  showing  that 
the  institution  or  lender  has  adequately 
corrected  the  violation  which  led  to  the 
initiation  of  suspension  proceedings.  If, 
after  considering  such  material,  the  des¬ 
ignated  OE  official  concludes  that  the  in¬ 
stitution  or  lender  has  failed  to  show 
cause  why  its  eligibility  should  not  be 
suspended,  he  may  suspend  eligibility  in 
whole  or  part  and  subject  to  such  terms 
and  conditions  as  he  shall  specify.  Notice 
of  such  suspension  shall  be  promptly 
transmitted  to  the  institution  or  lender 
and  shall  become  effective  upon  the  date 
of  transmittal. 

(c)  Emergency  action.  The  Commis¬ 
sioner  may  withhold  the  issuance  of 
further  commitments  of  insurance  to  a 
participating  lender  or  with  respect  to 
loans  for  students  attending  a  partic¬ 
ipating  institution,  without  prior  notice 
and  opportunity  to  show  cause  as  pro¬ 
vided  for  in  paragraph  (b)  of  this  sec¬ 
tion,  if  he  determines  that  such  immedi¬ 
ate  action  is  necessary  in  order  to  pre¬ 
vent  an  unreasonable  risk  of  a  substan¬ 
tial  loss  of  funds  either  to  the  Federal 
Government  or  the  students  involved  in 


further  disbursements  under  this  part 
were  permitted  and  that  such  risk  is 
sufficiently  serious  to  outweigh  the  im¬ 
portance  of  following  the  procedures  set 
forth  in  paragraph  (b)  of  this  section. 
Such  emergency  action  shall  be  initiated 
by  sending  the  institution  or  lender  a  no¬ 
tice,  by  certified  mail  and  return  receipt 
requested,  informing  the  institution  or 
lender  of  the  suspension  and  the  grounds 
therefor.  Such  emergency  action  shall 
not  exceed  7  days  in  length  unless  sus¬ 
pension  proceedings  are  initiated  pursu¬ 
ant  to  paragraph  (b)  of  this  section  or 
limitation  or  termination  proceedings 
are  initiated  pursuant  to  §  177.77  within 
such  seven  day  period,  in  which  case  the 
Commissioner  may  continue  to  withhold 
commitments  of  insurance  until  the  con¬ 
clusion  of  such  proceedings,  including 
any  appeal  which  may  be  made  to  the 
Commissioner.  If  limitation  or  termina¬ 
tion  proceedings  are  initiated,  the  Com¬ 
missioner  shall  provide  the  institution 
or  lender,  if  it  so  requests,  an  opportunity 
to  show  cause  why  the  action  should  be 
rescinded  pending  the  outcome  of  such 
proceedings. 

§  177.77  Limitation  and  termination. 

(a)  Scope  and  duration.  A  limitation 
or  termination  may  extend  to  all  aspects 
of  an  institution's  or  lender’s  participa¬ 
tion  in  programs  under  this  part  or  may 
be  limited  to  portions  thereof.  The  dura¬ 
tion  of  a  limitation  may  be  set  to  extend 
for  a  definite  period  of  time  or  until  the 
designated  OE  official  has  determined 
that  the  basis  for  the  limitation  has  been 
removed  and  that  a  repetition  of  such 
violation  appears  unlikely.  An  institution 
or  lender  which  has  been  limited  or  ter¬ 
minated  may  subsequently  seek  rein¬ 
statement  of  its  full  eligibility  to 
participate  in  programs  under  this  part, 
pursuant  to  §  177.78(b). 

(b)  Procedures.  (1)  A  limitation  or 
termination  may  be  initiated  whether  or 
not  suspension  proceedings  have  been 
initiated  under  §  177.76.  Limitation  or 
termination  procedures  shall  be  initiated 
by  a  designated  OE  official  mailing  to 
the  institution  or  lender  in  question  a 
notice,  by  certified  mail  with  return  re¬ 
ceipt  requested: 

(i)  Informing  the  institution  or  lender 
of  the  Office  of  Education’s  intent  to  limit 
or  terminate  the  institution’s  or  lender’s 
eligibility,  the  nature  of  any  proposed 
limitation  and  the  basis  of  such  action; 

(ii)  Specifying  the  proposed  effective 
date  for  the  limitation  or  termination 
and  the  consequences  of  such  action;  and 

(iii)  Informing  the  institution  or 
lender  of  its  rights,  if  exercised  within 
a  stated  period  of  time,  to  submit  written 
material  and  to  request  a  hearing  before 
the  limitation  or  termination  takes  effect. 
The  notice  shall  also  provide  information 
pertaining  to  this  proceeding  as  the  des¬ 
ignated  OE  official  may  determine  to  be 
appropriate.  The  notice  shall  also  invite 
voluntary  efforts  to  correct  the  violation 
which  led  to  the  initiation  of  this  action. 

(2)  Except  as  provided  in  paragraph 
(c)  of  this  section,  the  proposed  effective 
date  of  limitation  or  termination  shall 
not  be  less  than  21  days  after  the  notice 


of  intent  has  been  sent.  The  period  of 
time  within  which  the  institution  or 
lender  may  submit  written  material  or 
request  a  hearing  shall  not  be  less  than 
15  days  after  such  notice  has  been  sent, 
or  lender  cannot  be  held  prior  to  the  pro- 
If  a  hearing  requested  by  the  institution 
posed  effective  date  of  the  limitation  or 
termination,  the  date  shall  be  extended 
until  the  completion  of  such  proceedings. 

(3)  If  the  institution  or  lender  does 
not  request  a  hearing,  the  designated  OE 
official  may,  after  considering  any  writ¬ 
ten  material  submitted  on  a  timely  basis 
by  the  institution  or  lender,  dismiss  the 
matter  or  notify  the  institution  or  lender 
that  it  has  been  limited  or  terminated. 

(4)  If  the  institution  or  lender  re¬ 
quests  a  hearing  within  the  time  per¬ 
mitted,  such  hearing  shall  be  conducted 
as  promptly  as  possible  by  an  Admin¬ 
istrative  Law  Judge  pursuant  to  the 
provisions  of  the  Administrative  Proce¬ 
dure  Act  (5  U.S.C.  sections  554-557). 
Proposed  findings  of  fact,  conclusions  of 
law,  and  briefs  shall  be  submitted  to  the 
presiding  officer  within  15  days  of  the 
conclusion  of  the  hearing. 

(5)  The  Administrative  Law  Judge 
shall  issue  an  initial  decision  consisting 
of  findings  of  fact  and  conclusions  of 
law.  The  initial  decision  of  the  Adminis¬ 
trative  Law  Judge  shall  become  final  10 
days  after  being  issued,  unless  within 
such  10  days  the  institution  or  lender 
or  the  designated  OE  official  who  in- 
itiated  these  proceedings  notifies  the 
Commissioner  that  it  or  he  wishes  to 
appeal  the  decision,  in  whole  or  in  part. 
If  any  such  party  makes  such  an  appeal, 
it  must  submit,  within  20  days  of  the 
initial  decision  of  the  Administrative 
Law  Judge,  any  further  written  material 
it  wishes  to  be  considered  by  the  Com¬ 
missioner,  including  exceptions  to  the 
decision  of  the  Administrative  Law 
Judge,  proposed  findings  and  con¬ 
clusions,  and  supporting  reasons.  The 
opposing  party  will  have  15  days  to  sub¬ 
mit  a  response.  Parties  making  any  sub¬ 
mission  to  the  Commissioner  must 
simultaneously  transmit  copies  of  such 
submission  to  all  other  parties  which 
participated  in  the  hearing.  Any  de¬ 
cision  by  the  Administrative  Law  Judge 
limiting  or  terminating  the  institution 
or  lender  shall  be  stayed  pending  the  ap¬ 
peal,  unless  the  Commissioner  deter¬ 
mines  that  such  stay  would  produce  a 
serious  and  adverse  effect  on  the  pro¬ 
gram  involved.  The  Commissioner  may, 
in  his  discretion,  provide  an  opportunity 
for  an  oral  presentation  by  the  institu¬ 
tion  or  lender  and  by  members  of  the 
Office  of  Education  staff.  The  Commis¬ 
sioner  shall  issue  a  decision  on  the  ap¬ 
peal,  including  a  statement  of  reasons 
for  his  decision,  no  later  than  20  days 
following  receipt  of  all  written  materials 
from  the  parties  involved.  Such  decision 
may  affirm,  reverse  or  modify  the  initial 
decision  of  the  Administrative  Law 
Judge:  Provided,  however,  That  findings 
of  fact  made  by  the  Administrative  Law 
Judge  shall  not  be  set  aside  unless  found 
to  be  clearly  unsupported  by  the  evi¬ 
dence.  The  decision  of  the  Commissioner 
shall  be  final. 
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(c)  Effect  of  prior  proceedings.  If  any 
proceedings  have  been  previously  initi¬ 
ated  under  this  subpart  against  an  in¬ 
stitution  or  lender  at  the  time  limitation 
or  termination  proceedings  are  initiated, 
such  proceedings  need  not  duplicate  the 
previous  proceedings.  Any  matters  re¬ 
solved  under  the  previous  proceedings 
shall  be  considered  final  and  any  hear¬ 
ings  undertaken  in  the  subsequent  limi¬ 
tation  or  termination  proceedings  shall 
be  limited  to  new  evidence  or  new  issues: 
Provided,  however,  That  the  Administra¬ 
tive  Law  Judge,  or  the  Commissioner  in 
the  case  of  an  appeal,  may,  in  his  dis¬ 
cretion,  agree  to  reconsider  matters  pre¬ 
viously  resolved.  Moreover,  the  time 
schedules  set  forth  in  paragraphs  (2), 
(4)  and  (5)  of  paragraph  (b)  of  this 
section  may  be  shortened  to  reflect  the 
previous  proceedings  in  such  manner  as 
the  Administrative  Law  Judge  or  the 
Commissioner  may  deem  appropriate. 

§  177.78  Denial  of  initial  application  or 
reinstatement. 

(a)  Initial  application.  If  an  institu¬ 
tion  requests  an  agreement  under  §  177.- 
61(a)  of  this  part  or  a  lender  requests  an 
agreement  under  §  177.42(a)  of  this  part, 
the  Commissioner  shall  respond  to  such 
submission  within  30  days  and,  if  he  has 


decided  not  to  approve  such  request,  shall 
state  reasons  for  his  decision.  An  insti¬ 
tution  or  lender  which  has  been  denied 
an  agreement  shall  be  given  an  opportu¬ 
nity  to  meet  with  a  designated  OE  official 
to  show  cause  why  such  agreement 
should  not  be  denied.  However,  the  Com¬ 
missioner  need  not  give  reasons  for  a 
denial  or  grant  an  opportunity  to  show 
cause  if  such  a  request  is  submitted 
within  6  months  of  a  previous  denial.  If 
a  request  is  submitted  by  an  institution 
at  which  the  conditions  set  forth  in 
§  177.66(d)  exist,  the  Commissioner  may 
add  to  such  agreement  such  terms  as  are 
necessary  to  alleviate  those  conditions: 
Provided,  however,  That  such  institution 
may  request  that  the  procedures  set 
forth  in  §  177.77(b)  (4)  and  (5)  be  ex¬ 
hausted  before  such  agreement  becomes 
effective.  Such  institution  may,  without 
waiving  its  rights  under  the  preceding 
sentence,  participate  in  progvams  under 
this  part  subject  to  such  terms  pending 
the  outcome  of  such  procedure. 

(b)  Reinstatement.  An  institution  or 
lender  against  which  a  final  adverse  de¬ 
cision  has  been  issued  under  this  sub¬ 
part,  may  at  any  time  request  reinstate¬ 
ment  of  its  eligibility  (or  portion  there¬ 
of)  and  may  submit  to  the  designated 
OE  official  such  material  as  it  wishes,  or 


as  the  designated  OE  official  requests, 
to  demonstrate  that  the  basis  for  such 
decision  has  been  remedied  and  is  un¬ 
likely  to  recur.  The  designated  OE  of¬ 
ficial  shall  respond  to  such  request 
within  30  days  and,  if  he  denies  the 
request,  shall  provide  reasons  for  such 
denial.  An  institution  or  lender  whose 
request  has  been  denied  shall  be  given 
an  opportunity  to  show  cause  why  such 
request  should  not  be  denied.  How¬ 
ever,  the  designated  OE  official  need  not 
consider  a  request  to  remove  a  limitation 
or  termination  or  grant  an  opportunity 
to  show  cause  if  such  a  request  is  sub¬ 
mitted  within  6  months  of  a  previous 
denial.  The  reinstatement  of  an  insti¬ 
tution  or  lender  which  has  been  ter  mi - 
nate<Tmay  be  subject  to  reasonable  and 
appropriate  conditions  or  limitations  re¬ 
lating  to  the  grounds  for  such  termina¬ 
tion.  Provided,  however,  That  such  insti¬ 
tution  or  lender  may  request  that  the 
procedures  set  forth  in  §  177.77(b)  (4) 
and  (5)  be  exhausted  before  such  rein¬ 
statement  becomes  effective.  Such  insti¬ 
tution  or  lender  may,  without  waiving  its 
rights  under  the  preceding  sentence, 
participate  in  programs  under  this  part 
subject  to  such  conditions  or  limitations 
pending  the  outcome  of  such  procedures. 
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